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STRENGTHENING MEDICARE FOR SENIORS:

UNDERSTANDING THE CHALLENGES OF
TRADITIONAL MEDICARE’S BENEFIT DE-
SIGN

THURSDAY, APRIL 11, 2013

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HEALTH,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The subcommittee met, pursuant to call, at 10:01 a.m., in room
2322 of the Rayburn House Office Building, Hon. Joe Pitts (chair-
man of the subcommittee) presiding.

Present: Representatives Pitts, Burgess, Blackburn, Gingrey,
Cassidy, Guthrie, Griffith, Bilirakis, Ellmers, Pallone, Dingell,
Matheson, Green, Christensen, Sarbanes, and Waxman (ex officio).

Staff present: Matt Bravo, Professional Staff Member; Steve Fer-
rara, Health Fellow; Julie Goon, Health Policy Advisor; Brad
Gantz, Policy Coordinator, Oversight and Investigations; Sydne
Harwick, Legislative Clerk; Robert Horne, Professional Staff Mem-
ber, Health; Katie Novaria, Professional Staff Member, Health;
John O’Shea, Professional Staff Member, Health; Monica Popp,
Professional Staff Member, Health; Andrew Powaleny, Deputy
Press Secretary; Heidi Stirrup, Health Policy Coordinator; Phil
Barnett, Democratic Staff Director; Alli Corr, Democratic Policy
Analyst; Amy Hall, Democratic Senior Professional Staff Member;
Elizabeth Letter, Democratic Assistant Press Secretary; Karen
Lightfoot, Democratic Communications Director and Senior Policy
Advisor; and Karen Nelson, Democratic Deputy Committee Staff
Director for Health.

OPENING STATEMENT OF HON. JOSEPH R. PITTS, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF PENNSYLVANIA

Mr. Prrrs. The time of 10 o’clock having arrived, the sub-
committee will come to order. The Chair will recognize himself for
an opening statement.

Nearly 50 million seniors rely on the Medicare program for their
health care. It is important for us to understand Medicare’s current
benefit structure and look at ways to modernize it to better serve
beneficiaries and protect them from catastrophic costs.

When it was created in 1965, Medicare’s benefit design was mod-
eled on private insurance products available at the time. However,
while the private insurance market has undergone dramatic
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changes in the last half century, Medicare’s traditional benefit
structure has remained essentially unchanged.

Unlike most private insurance today, which has a single deduct-
ible for all medical services, Medicare has separate deductibles for
Part A, hospital services, and Part B, physician and outpatient
services. While the Part A deductible is rather high—$1,156 in
2012—the Part B deductible is relatively low—$140 in 2012.

Medicare fee-for-service also has a complex and sometimes con-
fusing copayment structure. In addition to the Part A deductible,
beneficiaries also pay daily copayments for stays at hospitals and
skilled nursing facilities. Depending on how many hospital stays a
senior incurs in a year, he or she may owe more than one hospital
deductible for a year. In addition to the Part B deductible, bene-
ficiaries also pay a monthly Part B premium, and generally pay 20
percent of most charges for outpatient and physician services.

As Medicare’s current benefit structure has no cap on how much
out-of-pocket spending a beneficiary can incur, seniors are left open
to considerable financial risk and uncertainty. They don’t know
what they will have to pay when they go in for a procedure or test,
and ultimately this uncertainty threatens every senior with the po-
tential of medical bankruptcy. Due to this financial uncertainty,
and the lack of comprehensive coverage in fee-for-service, almost 90
percent of beneficiaries purchase or receive supplemental insur-
ance.

Everything about our health care system has changed dramati-
cally since the 1960s as health care has become more and more
complex. The models and standards of care, tests, treatments,
drugs, and medical breakthroughs that we enjoy today were un-
known when Medicare was enacted. In 1965, insurance protected
us against hospital costs from conditions that were most likely
fatal—heart disease, cancer, and stroke. Today, we use insurance
to help manage chronic illnesses and treat diseases, allowing bene-
ficiaries to live for decades and to stay in home and community set-
tings for much longer.

The only part of our health care system that has not evolved
since Medicare’s inception is Medicare’s fee-for-service benefit de-
sign itself. We don’t give our seniors 1960s medical care—in many
cases that would be considered malpractice today—so why do we
continue to give them a 1960s insurance product?

We have an obligation to modernize Medicare and standardize its
cost-sharing structure. We should have a single deductible for
Parts A and B, and we should streamline benefits so that fewer
seniors will have to purchase supplemental coverage with money
from their own pocket. We should institute a catastrophic cap on
out-of-pocket spending to protect seniors from the threat of medical
bankruptcy. And with Medicare’s unsustainable financial footing—
according to its trustees, Medicare will be insolvent by 2024, and
as soon as 2017—we need to expand means testing for higher-in-
come beneficiaries, in order to protect the most vulnerable seniors.
Let us bring Medicare into the 21st century.

I would like to thank MedPAC Chairman Glenn Hackbarth for
agreeing to testify today. In recent years, MedPAC has made many
recommendations on how to improve the Medicare program, and
we are eager to hear about some of them.
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[The prepared statement of Mr. Pitts follows:]

PREPARED STATEMENT OF HON. JOSEPH R. P1TTS

The Subcommittee will come to order.

The Chair will recognize himself for an opening statement.Nearly 50 million sen-
iors rely on the Medicare program for their health care. It is important for us to
understand Medicare’s current benefit structure and look at ways to modernize it
to better serve beneficiaries and protect them from catastrophic costs.

When it was created in 1965, Medicare’s benefit design was modeled on private
insurance products available at the time.

However, while the private insurance market has undergone dramatic changes in
the last half century, Medicare’s traditional benefit structure has remained essen-
tially unchanged.

Unlike most private insurance today, which has a single deductible for all medical
services, Medicare has separate deductibles for Part A, hospital services, and Part
B, physician and outpatient services.

While the Part A deductible is rather high—$1,156 in 2012, the Part B deductible
is relatively low—$140 in 2012.

Medicare fee-for-service (FFS) also has a complex and sometimes confusing copay-
ment structure.

In addition to the Part A deductible, beneficiaries also pay daily copayments for
stays at hospitals and skilled nursing facilities. Depending on how many hospital
stays a senior incurs in a year, he or she may owe more than one hospital deductible
for a year.

In addition to the Part B deductible, beneficiaries also pay a monthly Part B pre-
mium, and generally pay 20% of most charges for outpatient and physician services.

As Medicare’s current benefit structure has no cap on how much out-of-pocket
spending a beneficiary can incur, seniors are left open to considerable financial risk
and uncertainty. They don’t know what they will have to pay when they go in for
a procedure or test, and ultimately this uncertainty threatens every senior with the
potential of medical bankruptcy.

Due to this financial uncertainty—and the lack of comprehensive coverage in
FFS—almost 90% of beneficiaries purchase or receive supplemental insurance.

Everything about our health care system has changed dramatically since the
1960s as health care has become more and more complex.

The models and standards of care, tests, treatments, drugs, and medical break-
throughs that we enjoy today were unknown when Medicare was enacted.

In 1965, insurance protected us against hospital costs from conditions that were
most likely fatal—heart disease, cancer, and stroke. Today, we use insurance to help
manage chronic illnesses and treat diseases, allowing beneficiaries to live for dec-
ades, and to stay in home and community settings for much longer.

The only part of our health care system that has not evolved since Medicare’s in-
ception is Medicare’s fee-for-service benefit design itself.

We don’t give our seniors 1960s medical care—in many cases that would be con-
sidered malpractice today—so why do we continue to give them a 1960s insurance
product?

We have an obligation to modernize Medicare and standardize its cost-sharing
structure. We should have a single deductible for Parts A and B, and we should
streamline benefits so that fewer seniors will have to purchase supplemental cov-
erage with money from their own pocket.

We should institute a catastrophic cap on out-of-pocket spending to protect seniors
from the threat of medical bankruptcy.And with Medicare’s unsustainable financial
footing—according to its Trustees, Medicare will be insolvent by 2024, and as soon
as 2017—we need to expand means-testing for higher-income beneficiaries, in order
to protect the most vulnerable seniors.

Let’s bring Medicare into the 21st century.

I'd like to thank MedPAC’s chairman, Glenn Hackbarth, for agreeing to testify
today. In recent years, MedPAC has made many recommendations on how to im-
prove the Medicare program, and we are eager to hear about some of them.

Thank you, and I yield the remainder of my time to Rep.

Mr. PrTTs. At this point I will recognize the ranking member, Mr.
Pallone, for 5 minutes for opening statement.
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OPENING STATEMENT OF HON. FRANK PALLONE JR, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY

Mr. PALLONE. Thank you, Chairman Pitts, and I am very pleased
that you have decided to consider today’s topic. Improving and
strengthening Medicare for generations to come is a primary goal
of mine. In fact, I have dedicated time to ensure seniors have ac-
cess to affordable health care options and the safety nets that they
need to age with dignity and respect.

It is no exaggeration to say that Medicare alone is the most suc-
cessful health care and anti-poverty program ever, and this is why
Medicare should be protected and improved, not left vulnerable to
cuts in the years to come.

The Affordable Care Act begins those improvements. It reduces
Medicare spending, extends solvency, and brings growth in per-pa-
tient costs to record lows. In addition, preventive services are now
free of charge to beneficiaries, and we finally have laid the ground-
work to reward treatment value over volume.

I believe more can be done, however. The fact is, we are faced
with an inevitable reality that our Nation’s baby boomers are aging
into the program at very high rates, higher rates than we have
seen in the past. In fact, 11,000 new seniors become eligible for
Medicare every day. So I think we need to explore the option of
modernizing the Medicare benefit design. Right now, some bene-
ficiaries already pay too much out of pocket, and for years, my col-
leagues and I have explored the need for some type of catastrophic
cap for seniors, in addition to the fact that Part A and Part B have
such divergent cost sharing and deductibles might seem arbitrary
and confusing. Why shouldn’t Medicare be more seamless and sim-
ple?

Given that the average beneficiary makes only $22,500 annually
and already spends disproportionately more on health care than a
younger person makes this very challenging territory. When you
change one side of the ledger, it has an impact on the other side,
and any reform must be done without significant cost shifts to sen-
iors.

But what Republicans want to do when they talk about reform
is to cut the structural foundation of Medicare, turn the whole
thing over to insurance companies, and I can tell you right now
that that option is simply a nonstarter. In addition, any proposals
must be carefully examined not by how they might save money but
how they will benefit beneficiaries, providers and the system as a
whole. We can’t restructure the program for the sake of generating
savings, whether that is in the name of deficit reduction or to help
pay for the SGR fix, because that is bad policy. We must modernize
the program because it is good for the very real people that it
serves and will serve for generations to come. We have to mod-
ernize because we recognize that perhaps it is not designed the
most efficient or affordable way, and I stand ready to explore those
options, but I will not stand by while others lose sight of the impor-
tance of Medicare to our Nation’s seniors, and I yield back the bal-
ance of my time. I don’t know if any of my colleagues want time.
Then I will yield back the balance of my time.
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Mr. Prrrs. The Chair thanks the gentleman and now recognizes
the vice chairman of the subcommittee, Dr. Burgess, for 5 minutes
for a statement.

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. BURGESS. I thank the chairman for the recognition.

We have heard it several times this morning already. The 12,000
new beneficiaries added to Medicare every day put pressure on the
system and does move it closer towards insolvency. In its current
form, Medicare will not be able to meet the promise it has made
in a few short years. It is not a surprise. We expect a program de-
signed in 1965 to adapt to the needs and usage pattern of bene-
ficiaries in the 21st century. Medicare’s current benefit design
needs to be reformed in a way that more adequately reflects the
needs and expectations of today’s seniors.

The first step in moving toward a higher-performing Medicare
program must be the elimination of the flawed Sustainable Growth
Rate formula. Last-minute fixes to the formula certainly have bur-
dened this committee, but it has been devastating to beneficiaries
and providers, producing an unpredictable payment environment
and has risked beneficiaries’ access to care. Last week, the majority
along with the Ways and Means Committee released the second
draft of a proposal to repeal or replace the broken Sustainable
Growth Rate formula. The proposal realizes that the key to reform-
ing the system is to enable providers to have flexibility to partici-
pate in payment and delivery models that best fit their practice.

There will always be areas where providers choose or need to
practice in a fee-for-service model. We must also continue to seek
out innovative models that can adapt to changes in clinical guide-
lines and best practices, but the heart of the issue remains the ben-
eficiary—the patient. As cost pressures increase, we risk the ability
to provide access to services for our patients. We must seek reforms
that provide patients with greater control of their health care. If
we ask a beneficiary to participate in their health care through cost
sharing, we are obligated to provide them with transparent cost in-
formation so that they can plan for their future needs. It is hard
to plan for what 20 percent coinsurance means when you don’t
know what 20 percent is part of. Enabling patients to be more in-
volved in their care not only allows them greater control of their
health care spending but provides greater protections for patients
and moves an outdated program into the future.

We have neglected these problems for far too long. We know the
structural and fiscal problems in the health care system. The only
question now is how long will Americans tolerate Congress staring
at these problems without actually fixing them for future genera-
tions.

I am very grateful to see Mr. Hackbarth back with us this morn-
ing. He has been before our committee several times. MedPAC has
recommended a range of different policies over the years to reform
Medicare’s benefit structure. I certainly look forward to hearing
more of these ideas in Mr. Hackbarth’s testimony, and I would now
like to yield to the gentleman from Georgia, Dr. Gingrey.
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Mr. GINGREY. Mr. Chairman, I thank the vice chairman for yield-
ing to me.

As a physician for over 30 years, it was my job to engage with
patients and offer them a straight answer no matter the serious-
ness of the prognosis, and I think at this point it is incredibly im-
portant for Congress to do the same thing, to engage seniors on the
urgency of Medicare’s fiscal situation and work to explain how
changes to the current Medicare benefit can decrease personal risk
and increase the solvency of the program.

I don’t think that anyone here would disagree that the Medicare
program of today is in trouble. The hospital trust fund is to set to
run out somewhere between 2017 and 2024, whoever you believe,
but clearly it is coming. What will happen once this point occurs
is anybody’s guess. The looming fiscal disaster must certainly be
addressed before the fund is exhausted lest we leave beneficiaries
with unacceptable costs or lack of access to care, or both.

Mr. Chairman, we must look for ways to improve the Medicare
benefit not only for our current seniors but to ensure those benefits
are there for future generations. We have a system that was cre-
ated in the 1960s, as Dr. Burgess was just mentioning, very few
adjustments since then. The way we practice medicine today has
changed, and it is time for the way we pay for medicine to reflect
that, and I thank you, Mr. Chairman, for calling this hearing. I
look forward, as I know my colleagues do, to hearing from Mr.
Hackbarth. He has been with us, as has been said, a number of
times, and his suggestions for restructuring the benefits and incen-
tives to improve Medicare for this country’s beneficiaries are wel-
come. So I thank Dr. Burgess, and I will yield back.

Mr. PirTs. The Chair thanks the gentleman and now recognizes
the ranking member of the full committee, Mr. Waxman, 5 minutes
for opening statement.

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr. WAXMAN. Thank you, Mr. Chairman.

For more than four decades, Medicare has been a critical pro-
gram for ensuring the health and the financial well being for senior
and disabled people. I appreciate the opportunity to talk about
ways we can continue to improve the program by broadening the
protections for beneficiaries and improving the value of the pro-
gram for both beneficiaries and taxpayers.

I welcome our witness from MedPAC, Mr. Hackbarth. I appre-
ciate your coming back to our committee. The recognition by
MedPAC that we should improve beneficiary benefits by putting a
limit on out-of-pocket catastrophic spending, rationalizing
deductibles, and making coinsurance and copayments more predict-
able makes sense, but with any policy, the devil is in the details.

The median income for Medicare beneficiaries is only $22,500 a
year. A lot of people think that the elderly are the wealthiest, and
there are wealthy elderly but the median income is $22,500. Medi-
care beneficiaries already pay more out of pocket for health care
than individuals under 65. So any proposal to redesign Medicare
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Ehat leaves beneficiaries holding the bag is not one that I could en-
orse.

That is why I am glad to see that a key element of MedPAC’s
proposal is that it is “beneficiary liability neutral”. That is, on aver-
age, beneficiary out-of-pocket payment should not increase, and at
the same time, we need to keep in mind that there will inevitably
be winners and losers within the Medicare population.

There are other elements of MedPAC’s redesign option that I be-
lieve need more careful scrutiny. MedPAC also recommends adding
a charge for supplemental insurance policies, whether provided by
employers or purchased by individuals, to offset the financial im-
pact to Medicare of first-dollar coverage. I think there are two im-
portant points to be made here, one, that these are not separate
proposals. The proposal to reform supplemental coverage is linked
and not severable from improving beneficiary benefits. This is im-
portant because I would hate to see some of my colleagues who are
more concerned with cutting costs than securing benefits try to do
one without the other. We also need to carefully assess the impact
this could have on the near poor, who do not qualify for Medicare
extra help for their out-of-pocket costs and may not have the means
to afford any additional costs.

My second point has to do with the unintended consequences
that eliminating first-dollar coverage could have on necessary utili-
zation. The problem is that the relationship between cost sharing
and service utilization is not the same in low-income and elderly
populations, especially sick, elderly populations, as it is in younger,
healthier populations. The Medicare population is older, poorer,
with 50 percent of beneficiaries at or below 200 percent of the fed-
eral poverty level, and sicker, with 40% having three or more
chronic conditions, than the general population. As a result, if we
make supplemental insurance less affordable or reduce the level of
coverage, Medicare beneficiaries are at greater risk of deferring not
only unnecessary care, but necessary care, negatively impacting
their health.

As we think about opportunities to improve the benefit package
in Medicare, we must add protections for beneficiaries and at the
same time be careful not to generate both predictable and unin-
tended consequences. We must continue to protect our most vulner-
able seniors. Finally, we must make sure that we are not using
program redesign as a pretext for reducing spending by shifting
costs onto those beneficiaries.

Thank you, Mr. Chairman. I yield back the time.

Mr. PrrTs. The Chair thanks the gentleman. That concludes the
opening statements of the members.

We have one witness today, and our panel today we have Mr.
Glenn Hackbarth, Chairman of the Medicare Payment Advisory
Commission. Thank you for coming. You will have 5 minutes to
summarize your testimony, and your full written testimony will be
placed in the record. At this point you are recognized for 5 minutes.

STATEMENT OF GLENN HACKBARTH, J.D., CHAIRMAN,
MEDICARE PAYMENT ADVISORY COMMISSION

Mr. HACKBARTH. Thank you, Chairman Pitts and Ranking Mem-
ber Pallone and Vice Chairman Burgess and Ranking Member
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Waxman. I appreciate the opportunity to talk about MedPAC’s rec-
ommendations on redesigning the Medicare benefit package.

In our view, the current Medicare benefit package is both inad-
equate and confusing. It is inadequate in the sense that it lacks
catastrophic coverage, that is, a limit on the maximum out-of-pock-
et costs that can be incurred by a patient. It is confusing with its
bifurcated Part A and B structure and a complex system of patient
cost sharing, a mixture of copayments and percentage coinsurance.
In our view, the status quo, the current benefit package, is not
good for Medicare beneficiaries nor for taxpayers.

Because of the inadequate and confusing nature of the Medicare
benefit package, many beneficiaries are induced to buy supple-
mental coverage, often at a very high price. Taxpayers in turn
must pay for the increased costs resulting from supplemental cov-
erage that often covers even the first dollar of out-of-pocket ex-
pense. In our view, the principal winners from the status quo are
the insurance companies that sell supplemental coverage. It is a
lose-lose proposition for Medicare beneficiaries and for taxpayers.

With these inadequacies in mind, MedPAC has recommended re-
designing the Medicare benefit package consistent with five prin-
ciples. First, there should be no increase the average Medicare ben-
eficiary liability for out-of-pocket costs. In other words, the benefit
package should not be reduced in its actuarial value. We don’t be-
lieve that Medicare currently is too rich a benefit package. If any-
thing, it is too lean, given the population served. Second, we believe
that a redesigned Medicare benefit package should include an out-
of-pocket limit, that is catastrophic coverage. Third, we believe that
wherever possible, the Medicare benefit package should be sim-
plified, for example, by substituting fixed dollar copays for percent-
age coinsurance. Our research with beneficiaries shows that fixed
dollar copays are much more readily understood and provide some
comfort to beneficiaries about what their costs will be for particular
services. Fourth, we believe that Congress should give the Sec-
retary of HHS the authority to modify the Medicare benefit pack-
age consistent with the principles of value-based insurance design.
That means that the Secretary should have the authority to reduce
out-of-pocket payments for beneficiaries for services that are estab-
lished by scientific evidence to be of high value to patients. Con-
versely, the Secretary should be able to increase copayments for
services that evidence shows are of low value to patients. Finally,
we recommend that Congress institute a charge on supplemental
coverage. The purpose of the charge would be to ensure that bene-
ficiaries who elect to buy supplemental coverage share at least a
portion of the additional costs that that private decision results in
for the taxpayers and the Medicare program. The premium that a
beneficiary pays for supplemental coverage only covers a fraction of
the additional costs that the program incurs as a result of supple-
mental coverage.

Let me conclude with three points that I think bear particular
emphasis. One is that patient cost sharing is an imperfect method
of controlling costs, albeit a necessary one in the context of a free
choice of provider, largely fee-for-service insurance program. We
don’t believe that patient cost sharing should be the only or even
the principal method of trying to control costs. Indeed, most of
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MedPAC’s work focuses on changing how we pay providers, pro-
viding better incentives for high-value care.

The second point I would like to emphasize is that by giving the
Secretary the authority to institute value-based insurance design,
we can improve the targeting of cost sharing, making it less likely
that cost sharing will have an adverse effect on quality and out-
comes.

Finally, I would like to emphasize that we would not prohibit
Medicare beneficiaries from buying supplemental coverage, even
first-dollar coverage, if they so desire. We only think that Medicare
beneficiaries should face some of the additional costs that decision
imposes on the Medicare program and the taxpayers. I should also
emphasize that the supplemental charge we would envision only as
part of an overall package. All of these recommendations we see as
an integrated package, not isolated recommendations.

With that, Mr. Chairman, I welcome your questions.

[The prepared statement of Mr. Hackbarth follows:]
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Chairman Upton, Ranking Member Waxman, Subcommittee Chairman Pitts, Subcommittee
Ranking Member Pallone, distinguished Committee members. I am Glenn Hackbarth, chairman of
the Medicare Payment Advisory Commission (MedPAC). | appreciate the opportunity to be here

with you this morning to discuss MedPAC’s recommendation to reform Medicare's benefit design.

The Medicare Payment Advisory Commission is a Congressional support agency that provides
independent, nonpartisan policy and technical advice to the Congress on issues affecting the
Medicare program. The Commission’s goal is to achieve a Medicare program that ensures
beneficiary access to high-quality care, pays health care providers and plans fairly, rewards

efficiency and quality, and spends tax dollars responsibly.

Introduction

Over the last several years, the Commission has made a range of recommendations to the Congress
regarding traditional fee-for-service (FFS). Medicare Advantage (Part C). and the prescription drug
benefit (Part D) designed to improve the coordination and quality of care, to improve the equity of
payment, to improve program integrity, and to reduce spending. Most of those efforts have been
aimed at providers of care. It was the Commission’s judgment that policy changes focused on the
provider were the most effective first step to improving the Medicare program. However, there is
another actor in the delivery of care—the beneficiary. Here the Commission has also considered
policy changes—for example. generating and disseminating quality information, examining shared
decision-making protocols, and redesigning the traditional Medicare benefit structure. The
Commission has also recommended that Medicare Advantage (MA) and the accountable care
organization (ACO) initiative be designed to reward beneficiaries for making cost-conscious
choices. In order for Medicare to produce both quality care and lower spending growth, the

incentives of providers and beneficiaries need to be aligned to achieve these goals.

The Commission has been considering ways to reform the traditional benefit package with two
main objectives: to give beneficiaries better protection against high out-of-pocket (OOP) spending
and to create incentives for them to make better decisions about their use of discretionary care. In
this testimony, we focus on the Commission’s recommended redesign of the FFS benefit package

from our June 2012 report and summarize the Commission’s views on key design issues related to
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restructuring cost sharing under the FFS benefit.

The cost-sharing structure of the traditional FFS benefit has remained basically unchanged since
1965. The current FFS benefit has considerable cost-sharing requirements. For Part A services, it
includes a relatively high deductible for inpatient hospital care (§1,184 in 2013) and daily
copayments for long stays at hospitals and skilled nursing facilities. Patients with more than one
hospital admission in a year can be liable for more than one hospital deductible for the year. For
Part B services, the FFS benefit has a relatively low deductible ($147 in 2013) but requires
beneficiaries to pay 20 percent of allowable charges for most services, except for home health,
clinical laboratory, and certain preventive services. Annual changes in the deductibles and
copayments under Part A and Part B are linked to average annual increases in Medicare spending

for those services.

Under this design, no upper limit exists on the amount of Medicare cost-sharing expenses a
beneficiary can incur. As a result, a small percentage of Medicare beneficiaries incur very high
levels of cost-sharing liability each year (Table 1). For example, among FFS beneficiaries who
were enrolled in Part A and Part B for 12 months in 2009, 6 percent had a cost-sharing liability of
$5,000 or more. Without additional coverage, they would be subject to significant financial risk

from very high levels of OOP spending.
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Table 1. Distribution of Medicare beneficiaries’ cost-sharing liability in 2009

Range of cost-sharing liability per Percent of FFS Average amount of cost sharing
beneficiary beneficiaries liability per beneficiary

$0 6% $0

$1 to $135 (2009 Part B deductible) 3% $85

$136 to $499 34% $289

3500 to $999 19% $713

$1000 to $1,999 16% $1,456

$2,000 to $4,999 16% $3,048

$5,000 to $9,999 4% $6,869

$10,000 or more 2% $15,536

Note:  FFS {feefor-service). Amounts reflect cost sharing under FFS Medicare —not what beneficiaries paid out of
pocket. Most beneficiaries have secondary insurance that covers some or all of their Medicare cost sharing.
Beneficiaries included in this analysis were enrolled in both Part A and Part B for the full year and not enrolled
in private Medicare plans.

Source: MedPAC analysis based on data from CMS.

But for most Medicare beneficiaries, what they paid out of pocket is much less than their cost-
sharing liability. In part due to the lack of comprehensiveness of the FFS benefit design, almost 90
percent of FFS beneficiaries have supplemental coverage through medigap, employer-sponsored
retiree plans, or Medicaid. While this additional coverage addresses beneficiaries’ concerns about
the uncertainty of OOP spending under the FFS benefit, it also eliminates beneficiary incentives at
the point of service and limits Medicare’s ability to use cost sharing as a policy tool. As currently
structured, many supplemental plans cover all or nearly all of Medicare’s cost-sharing
requirements, regardless of whether there is evidence that the service is effective or ineffective.
Moreover, most of the costs of increased utilization are borne by the Medicare program, meaning

both the taxpayers and other Medicare beneficiaries pay the premiums.

As mentioned, beneficiaries can have supplemental coverage through medigap, employer-
sponsored retiree plans, or Medicaid. For most beneficiaries who purchase Medigap policies, the
amount they pay in premiums is often well above the amount they would have incurred in cost

sharing in the absence of the supplemental coverage. Yet, beneficiaries continue to buy such
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coverage because it has value to them in providing peace of mind. However, even though medigap
policies are standardized, it is not easy for beneficiaries to determine the true value of the product
they are buying. Medigap policies can have widely varying premiums for the exact same coverage.
In learning about policies, most beneficiaries rely on insurance agents, who may not have
incentives to help beneficiaries make the optimal choice in deciding whether or not to buy a
medigap policy in the first place and, if so, which policy to buy. In addition, outside of the medigap
open enrollment period (the 6-month period after turning 65 and enrolling in Part B), switching to

a different medigap policy usually would require medical underwriting and higher premiums.

To address the above shortcomings of the current benefit design, the Commission recommended

a redesign based on several key principles:

s protect beneficiaries against high OOP spending, thus enhancing the insurance value of
the FFS benefit and mitigating the need for beneficiaries to purchase supplemental
insurance;

e create clearer incentives for beneficiaries to make better decisions about their use of care;
* hold aggregate beneficiary cost-sharing liability the same as under current law;

o allow for ongoing adjustments and refinements in cost sharing as evidence of the value of
services accumulates and evolves; and

* recoup at least some of the additional costs resulting from the higher service use that
supplemental insurance imposes on the Medicare program while still allowing risk-averse
beneficiaries the choice to buy supplemental coverage if they wish to do so.

In contrast to many recently proposed changes to Medicare benefits that would require
beneficiaries to pay more, the Commission’s recommendation to hold beneficiary liability
neutral reflects our judgment that traditional Medicare’s benefit structure is not too rich,
especially for the population covered. We believe that the actuarial value of the benefit package
should not be reduced while protecting beneficiaries against high OOP spending. At the same
time, in recommending an additional charge on supplemental insurance, we maintain that it is
reasonable to ask beneficiaries to pay more when their decision to get supplemental coverage

imposes additional costs on the program that are not fully reflected in their supplemental
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premiums. Those costs are currently paid for by all Medicare beneficiaries through higher Part B

premiums and by the taxpayer.

The Commission’s June 2012 recommendation to reform benefit
design
The Congress should direct the Secretary to develop and implement a fee-for-service benefit

design that would replace the current design and would include:

an out-of-pocket maximum;

deductible(s) for Part A and Part B services;

replacing coinsurance with copayments that may vary by type of service and provider;
secretarial authority to alter or eliminate cost sharing based on the evidence of the value
of services, including cost sharing after the beneficiary has reached the out-of-pocket
maximum;

» no change in beneficiaries’ aggregate cost-sharing liability; and

* an additional charge on supplemental insurance.

. & & o

The Commission’s views on the redesign of the Medicare benefit

The recommendation encapsulates the Commission’s views on key design issues broadly related
to beneficiary cost sharing. The overall structure of cost sharing is defined by: the OOP
maximum, above which the beneficiary pays no (or minimal) costs; the deductible, under which
the beneficiary pays all costs; and in between, where the beneficiary pays for some portion

according to a specified set of rules.

OOP maximum to protect beneficiaries from the financial risk of very high
Medicare costs

The Commission maintains that protecting beneficiaries against the economic impact of
catastrophic illness is very important. Because the current FFS benefit does not have a limit on the
amount of beneficiaries’ cost sharing, a small percentage of Medicare beneficiaries incur very high
levels of cost sharing each year. Adding an OOP maximum to the FFS benefit would reduce the
financial risk for beneficiaries with very high spending and could mitigate the need to purchase

supplemental insurance, a significant expense for many beneficiaries.
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An OOP maximum is a fundamental feature of an insurance program; it provides financial
protection against an unlikely but highly costly event. In general, an OOP maximum is valuable to
beneficiaries in two ways. First, those who actually incur catastrophic levels of Medicare costs in a
given year would be able to limit their liability at the specified OOP maximum. Therefore. their
cost sharing would be lower with the OOP maximum than without it. Moreover, as one considers
insurance coverage over a period of several years, a larger percentage of beneficiaries would reach
the OOP maximum at some point. For example, the percentage of beneficiaries with annual cost-
sharing liability of $5,000 or more at least once over a four-year period is about double the number

for a single year—13 percent compared with 6 percent.

Second, even if beneficiaries did not reach the OOP maximum in a given year, they still were
subject to less risk of paying for very high OOP spending. Risk-averse beneficiaries want to be
protected from uncertainty and variability in medical spending. Therefore, an OOP maximum
that makes very high OOP spending less uncertain and variable has real value, regardless of
whether the actual OOP spending for a given beneficiary is high enough to benefit from it.
Although beneficiaries may vary in the level of protection they desire and may even have
difficulty quantifying how much the value of insurance protection is worth to them, the value of
an QOP maximum would be the peace of mind some beneficiaries get from having such

protection if they need it.

Deductible(s) for Part A and Part B services that may be combined or separate

A deductible is a fixed dollar amount that a beneficiary pays in a given year before Medicare starts
paying for covered services. Its use in benefit design is more pragmatic than intrinsic. If the goal of
an QOP maximum is to provide insurance protection against very high medical costs and the goal
of cost sharing—copayments and coinsurance—is to provide incentives at the point of service, the
role of a deductible is mainly to reduce the cost of other aspects of the benefit package, such as
premiums, copayments, and coinsurance. (However, compared with copayments and coinsurance,
a deductible can have a different effect on incentives at the point of service.) While beneficiaries
might consider a deductible to be financially burdensome, their overall cost might be lower due to

a lower premium and cost sharing with a deductible than without it.
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The current FFS benefit has separate deductibles for Part A and Part B services: $1,184 for Part A
services and $147 for Part B services in 2013, This structure of having two distinct parts is mainly
historical, reflecting the structure of private insurance as it existed in the 1960s. Since then, the
norms in private insurance have changed and a single deductible for all medical services is typical.
(Most plans still have a separate deductible for drug benefits.) From a perspective of using cost
sharing to create appropriate incentives for beneficiaries, the current structure of deductibles is not
ideal: a relatively high deductible for inpatient care, which is usually not discretionary and is less
likely to be influenced by cost sharing, coupled with a low deductible for physician and outpatient
care, which are more discretionary and more likely to be influenced by cost sharing. A single
combined deductible for both types of services might lessen the effects of the current structure on
beneficiary incentives somewhat. In addition, it would be easier for beneficiaries to understand and

track all Medicare services together, rather than to track them in separate categories.

However, a combined deductible would affect individual beneficiaries’ cost sharing differently,
depending on their use of services. In general, beneficiaries who use only Part B services—the
majority of beneficiaries in a given year—would see an increase in their deductible amount
compared with their currently low Part B deductible. In contrast, under a combined deductible
(depending on its level), beneficiaries who received inpatient services—roughly 20 percent in a
given year—could see a decrease in their deductible amount compared with their currently high
Part A deductible. Given these dynamics, beneficiaries’ desire for a low combined deductible
based on their individual circumstances is certainly understandable. However, their circumstances
can change suddenly and unpredictably, and their calculations may turn out very wrong. For
example, if individuals who have few health problems get sick unexpectedly, they may be better
off under a benefit package with a higher deductible coupled with lower copayments and a lower

OOP maximum.

The Commission did not express a definitive position on combined or separate deductibles.
However, combining Part A and Part B deductibles presents important challenges for
implementation. Under current law, Part A benefits are automatic for individuals who receive
benefits from Social Security on the basis of age or disability, whereas Part B enrollment is

voluntary. As a result, a small percentage of beneficiaries do not participate in both parts of the
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program. About 93 percent of beneficiaries enrolled in Part A also enroll in Part B. For the 7
percent of beneficiaries who participate in Part A or Part B only, issues related to how a combined

deductible and OOP maximum would apply need to be resolved.

Copayments, rather than coinsurance, that may vary by type of service and
provider

Copayment is a form of cost sharing that specifies a fixed dollar amount paid by the beneficiary at
the point of service, whereas coinsurance specifies a fixed percentage of medical expense paid by
the beneficiary. The current FFS benefit uses both forms of cost sharing: daily copayments for long
stays at hospitals and skilled nursing facilities and 20 percent coinsurance of allowable charges for
most Part B services. except for home health. clinical laboratory, and certain preventive services.
The Commission prefers the set dollar amounts of copayments because they are more clearly
understood by beneficiaries and reduce uncertainty. Especially if the amounts are set to create
incentives for beneficiaries to make better decisions about their use of care, copayments are easy
to understand, compare, and respond to, Their simplicity makes copayments more effective in
influencing people’s use of services. Participants in our focus groups echoed these positive
qualities of copayments. In contrast. the idea of paying 20 percent of an unknown total bill
worried many participants, who considered coinsurance an open-ended liability for which they
could not budget in advance. Not having to deal with the hassle of complicated and unpredictable

bills was another reason for buying supplemental insurance offering first-dollar coverage.

Compared with the current FFS benefit, any changes in cost sharing—in the form of a deductible
or copayments—will bring about changes in beneficiaries’ use of services. Ideally, beneficiaries
would respond to changes in cost sharing selectively—decreasing the use of nonessential
services that are unlikely to improve their health but not changing their use of essential services
that are necessary for maintaining good health despite the increase in cost sharing. As discussed
in our previous reports, extensive literature about the effects of cost sharing on the use of health
care services shows that people generally reduce their use of health care when they have to pay
more out of pocket, and vice versa. Their responses tend to vary by type of service—Ilarger
responses for discretionary care and smaller responses for urgent care—but not necessarily based

on whether the service is appropriate or essential. For example, a Commission-sponsored study
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showed that total Medicare spending was 33 percent higher for beneficiaries with medigap than
for those with no supplemental coverage, and 17 percent higher for beneficiaries with employer-
sponsored coverage.! Having secondary insurance was not associated with higher spending for
emergency hospitalizations, but it was associated with higher Part B spending that ranged from
30 percent to over 50 percent more. Overall, beneficiaries with private supplemental insurance
spent more on elective hospital admissions; preventive care; office-based physician care; medical

specialists; and services such as minor procedures, imaging, and endoscopy.

Reduction in the use of both effective and ineffective care raises the question of whether any
potential negative effects from reducing essential care could lead to higher rates of
hospitalization and ultimately to higher total spending. This issue of “offset effects™ may be
particularly important if low-income people in poorer health were more likely to forgo needed
care, along with nonessential care, as cost sharing increased. (Two recent studies raise concern
about such offset effects among Medicare beneficiaries, although the evidence suggests that the
size of this offset is unlikely to be large enough to overcome the savings of cost-sharing
changes.z) The RAND Health Insurance Experiment (HIE) did not show adverse health effects
due to reductions in the use of health care for the average person in the study, but those findings
are unlikely to hold true for everyone.” (The HIE excluded the elderly population from the
study.) In fact, although the results were not statistically significant, the HIE found that low-
income people with chronic conditions were at greater risk of adverse health outcomes. Because
the elderly are more likely to be both low income and have chronic conditions, changes in cost

sharing could have an impact on health outcomes among the Medicare population.

1 Hogan, C. 2009. Exploring the effects of secondary insurance on Medicare spending for the elderly. A study
conducted by staff from Direct Research. LLC, for MedPAC. Washington, DC: MedPAC.

2 Chandra. A.. J. Gruber. and R. McKnight. 2010. Patient cost-sharing and hospitalization offsets in the elderly.
American Economic Review 100, no. | {(March 1): 193-213. Trivedi, A. N., H. Moloo, and V. Mor. 2010. Increased
ambulatory care copayment and hospitalizations among the elderly. New England Journal of Medicine 362, no. 4
(January 28): 320-328.

3 Newhouse, . P. 1993. Free for all? Lessons from the RAND Health Insurance Experiment. Cambridge. MA:
Harvard University Press.
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The Commission recognizes that cost sharing may be too blunt a tool because beneficiaries
respond to changes in cost sharing indiscriminately. Ideally. cost sharing would work in
conjunction with other management tools for encouraging efficient and appropriate use of health
care. However, in the Medicare FFS environment with open-ended service use and provider

participation, cost sharing may be one of the few policy tools available.

Secretarial authority to alter or eliminate cost sharing based on the evidence of
the value of services

Over the long term, the Medicare program needs to move toward a benefit design that gives
individuals incentives to use higher value care and discourage using lower value care.
Policymakers have become more aware that not all health care services have the same value—or
the same value for everyone—but identifying which services are of higher or lower value for a
given individual is difficult. These determinations must be evidence based, and several years ago,
the Commission recommended that policymakers establish an independent public—private entity
that would produce information to compare the clinical effectiveness of a health service with its
alternatives. The Congress created the Patient-Centered Outcomes Research Institute to identify

national priorities for and sponsor comparative clinical-effectiveness research.

The Commission maintains that the ultimate implementation of changes to the FFS benefit design
must not only specify a set of cost-sharing requirements and define services to which those
requirements would apply but also allow for flexibility to alter or eliminate cost sharing based on
the value of services. To encourage the use of high-value services and discourage the use of low-
value services. the Congress should consider giving the Secretary authority to reduce cost sharing
on services if evidence indicates that doing so would reduce Medicare spending or lead to better
health outcomes without increasing costs, or to raise cost sharing on low-value services. This
authority would be exercised through the usual notice and comment rulemaking process. For
example, under current law, there are no cost-sharing requirements for many preventive services,

and the Secretary has administrative authority to modify or eliminate coverage of preventive

4 The term “value based” is used in two ways. Value-based purchasing refers to strategies for paying providers. and
value-based insurance design refers to cost-sharing options designed to encourage beneficiaries to use high-value
health care services or providers and discourage use of low-value services or providers, Testing these approaches
would help policymakers decide which of them could steer beneficiaries more effectively toward the use of high-
value services or away from low-value services.

10
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services based on evidence. This flexibility to adjust and refine cost sharing is especially important
as evidence evolves. This provision does not diminish congressional authority. If the Congress

disagreed with the Secretary’s proposed actions, it could act to stop the changes.

No change in beneficiaries’ aggregate cost-sharing liability

There are many different ways to combine the three design elements discussed earlier. Within the
general structure of cost sharing defined by a deductible. a set of copayments by type of service,
and an OOP maximum, there are—in theory—many possibilities consisting of different levels of
cost-sharing amounts and definitions of services to which they are applied. In practice, however, a

set of feasible design combinations would be constrained by the overall cost of those choices.

The Commission considers it important to allow for different possible combinations of design
elements and subsequent adjustments and refinements by the Secretary. However, the Commission
does not wish to shift the cost of improving the benefit package to provide better protection against
high OOP spending to the beneficiary in the aggregate. Therefore, the Commission has
recommended holding the average cost-sharing liability of the beneficiary the same as under
current law. In effect, this approach allows the Congress to set the overall value of the Secretary’s

benefit package and the Secretary is then given discretion within that limit.

An additional charge on supplemental insurance to recoup at least some of the
added costs imposed on Medicare

For most Medicare beneficiaries, their actual OOP spending is much smaller than their cost-
sharing liability under FFS Medicare because they have additional coverage. In fact, the lack of
comprehensive coverage in the FFS benefit design leads many beneficiaries to take up
supplemental coverage that fills in some or all of Medicares cost sharing and protects them from

catastrophic financial liability.

At the same time. supplemental coverage can lead to more use of services and spending. In
general, there are two possible reasons for the higher spending. First, many supplemental plans
cover all or nearly all of Medicare’s cost-sharing requirements, regardiess of whether there is
evidence that a given service is effective or ineffective. Under such minimal exposure to cost

sharing, beneficiaries have incentives to receive more care without experiencing additional OOP

11
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costs, and providers have no incentives to manage utilization. Therefore, some portion of the
higher spending observed among beneficiaries with supplemental coverage is arguably due to an
insurance effect (also called moral hazard). Second, beneficiaries who are sicker and likely to use
more services are more likely to buy supplemental coverage. Conversely. beneficiaries who are
healthy and do not expect to use many services are more likely to risk potentially high cost sharing
without supplemental coverage. It is likely that this selection effect is also partly responsible for

the higher spending observed among those with supplemental coverage.

Since the FFS benefit provides indemnity insurance, cost sharing is one of the few means by which
the Medicare program can provide incentives affecting beneficiaries” use of medical services. But
almost 90 percent of FFS beneficiaries have supplemental coverage that fills in some or all of
Medicare’s cost sharing, effectively nullifying the program’s tool for influencing beneficiary
incentives. By effectively eliminating FFS Medicare’s price signals at the point of service,
supplemental coverage generally masks the financial consequences of beneficiaries’ choices about
whether to seek care and which types of providers and therapies to use. Therefore, unless
supplemental policies were restructured to retain some cost sharing, any changes in cost sharing in

the FFS benefit package would have a limited effect on beneficiaries with supplemental coverage.

There are two philosophically different approaches to address the insurance effect of supplemental
coverage, One approach is to regulate how supplemental policies can fill in FFS cost-sharing
requirements (for example, redefine medigap policies so that they no longer completely fill in FFS
cost-sharing requirements). Another approach is to impose an additional charge on supplemental
policies. Rather than prohibiting supplemental insurance from filling in all of Medicare’s cost
sharing, this approach would not change the use of Medicare services among beneficiaries who
choose to keep their supplemental coverage. However, it would change the effective price of their
coverage. If the regulatory approach can be described as not allowing beneficiaries to add costs to
Medicare through supplemental coverage, the additional charge approach can be described as
allowing beneficiaries to add costs to Medicare but requiring them to pay for at least some of those

additional costs.

12
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In considering policies refated to supplemental coverage, the Commission prefers the additional
charge approach over the regulatory approach. The additional charge would apply to most sources
of supplemental coverage, including medigap and employer-sponsored retiree plans. (However,
implementing consistent changes with respect to medigap and employer-sponsored retiree plans
would require different legislative changes. The additional charge would not apply to MA plans
because they are at risk for benefit designs that increase costs relative to their capitation payments
and are able to employ other tools for managing their enrollees’ use of services.) The Commission
considers it important that risk-averse beneficiaries who wish to buy first-dollar coverage or reduce
the uncertainty in their OOP spending through supplemental insurance should be allowed to do so
but effectively at a higher price. Regulating supplemental benefits, in contrast, would prevent even

those beneficiaries who very much value extra insurance from buying such policies at any price.

Hlustrative benefit package

Table 2 presents an illustrative benefit package consistent with the Commission’s views on FFS
benefit design reform. The package is modeled after the MA-style benefits that include the
following copayments: $20 for each primary care physician visit, $40 for each specialist physician
visit, $100 for each hospital outpatient visit, $750 for each inpatient hospital admission, and $80
for each skilled nursing facility day. We also included a $150 copayment per episode for home
health care. The Commission’s recommendation would require a range of copayments for durable
medical equipment and Part B drugs. However, for simplicity, we included 20 percent coinsurance
for durable medical equipment and Part B drugs. The annual OOP maximum is $3,000. To keep
cost sharing relatively reasonable, the package includes a $500 combined deductible. We kept the
overall beneficiary cost-sharing liability of this package roughly equal to that of the current FFS
benefit. We want to emphasize that this package is for illustration only, to analyze the trade-offs

between design elements. It does not represent the Commission’s recommended benefit package.

13
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Table 2. Hlustrative benefit package

FFS benefit package | Hustrative package keeping
beneficiary liability neutral

OOP maximum $5,000 per year

A & B deductible $500 per year

Hospital $750 per admission

Physician $20 PCP/$40 specialist visit

$100 advanced imaging

Part B drugs 20% coinsurance™

Outpatient $100 per visit

SNF $80 per day

DME 20% coinsurance*®

Hospice 0% coinsurance

Home health $150 per episode**

Note: FFS {fee-for-service), OOP [outof-pocket], PCP (primary care physician), SNF (skilled nursing facility), DME
{durable medical equipment}.

*For simplicity, we modeled 20 percent coinsurance for durable medical equipment and Part B drugs; copayments in
these categories would require a range of copayments.

**We modeled the $150 copayment per episode considered by the Commission in 2011 as a 5 percent coinsurance
on home health services.

In general, the set of copayments in the illustrative benefit package is within the range of typical
copayments we see in MA plans. However, MA plans tend to use medical management to
complement their use of cost sharing and to mitigate the potentially negative effects from reducing
essential care or increasing less essential care. While copayments can make beneficiaries aware of
the price of care at the point of service, thus creating incentives to make better decisions about their
use of discretionary care, medical management can mitigate the effects of reducing care

indiscriminately.

The following analysis of spending and distributional impacts is based on the above illustrative
benefit package combined with a 20 percent additional charge on medigap and employer-
sponsorf:d retiree plans. (An additional charge would need to be significantly greater than 20
percent to recoup the entire cost of higher service use imposed on the Medicare program by
beneficiaries with supplemental coverage.) The scope of the analysis excludes dual-eligible
beneficiaries because we assumed current law where Medicaid would fill in any changes under the
alternative benefit package and would keep the cost sharing the same for those beneficiaries.
Spending impacts

We modeled the effects of the above illustrative benefit package using Medicare claims data from

2009. (Our June 2012 report includes a detailed discussion of the assumptions underlying our

14
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analysis.) Table 3 shows the relative change in annual Medicare program spending under the
illustrative benefit package, combined with a 20 percent additional charge on supplemental
insurance. It presents only a one-year snapshot of relative changes. Most importantly, it does not

represent a budgetary score, which would take additional factors into account.

Table 3. Budgetary effects of the illustrative benefit package, 2009

Percent keeping Percent change in Revenue offset Net percent change
supplemental coverage | Medicare program generated by 20% in Medicare
spending in 2009 additional charge program spending
Al +1.0% -1.5% -0.5%
75% 0.0% -1.0% -1.0%
50% -1.5% -0.5% -2.0%
None -4.0% 0.0% -4.0%

Note: Numbers are rounded to the nearest 0.5 percent. Beneficiaries included in this analysis were enrolled in both
Part A and Part B for the full year in 2009 and not enrolled in private Medicare plans or Medicaid. We estimated o
one-year snapshot of relative changes in Medicare program spending, compared with the actual spending in 2009, if
the illustrative benefit package had been in place. Additional charge on supplemental insurance represents revenue to
the program and is shown as a decrease in program spending. These estimates do not represent a budgetary score,
which would take additional factors into account.

Source: MedPAC analysis based on data from CMS.

Under the illustrative benefit package, which holds average beneficiary cost-sharing liability
roughly equal to current law, program spending would increase by about 1 percent if all
beneficiaries kept their current levels of supplemental coverage. Given the OOP maximum-—which
made the illustrative benefit package more generous compared with current law-—the same level of
cost-sharing liability would correspond to higher total spending under the illustrative benefit
package. As a result, program spending would also be higher. However, the 20 percent charge on
supplemental insurance would generate about 1.5 percent in revenue offsets. The net budgetary
effect would be about 0.5 percent in savings. In contrast, if all beneficiaries dropped their current
supplemental coverage, program spending would decrease by about 4 percent because of reduced
utilization, and no revenues would be collected from the additional charge on supplemental

insurance, with a net budgetary effect of about 4 percent in savings.

Distributional impacts
Overall, the average beneficiary cost-sharing liability under the iflustrative benefit package would

be roughly equal to current law by design. However, it would be much less variable because of the

15
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OOP maximum. For example. assuming no change in current supplemental coverage. the standard
deviation of cost-sharing liability in 2009 among beneficiaries included in our analysis decreased
from $2,370 under current law to $1,250 under the illustrative benefit package, around the mean

liability of $1.380.

The effects of the illustrative benefit package (without the 20 percent additional charge) on
beneficiaries would vary by their use of services. First, those beneficiaries with cost-sharing
liability above the $5.000 OOP maximum and no supplemental coverage would see their OOP
spending go down. In Figure 1, this group would be included in the 9 percent of beneficiaries
whose OOP spending decreased by $250 or more. (Results in Figure 1 assume no change in
supplemental coverage among beneficiaries who currently have supplemental coverage.) By
contrast, those beneficiaries with no hospitalization and low use of Part B services would see their
cost sharing go up, since the revised benefit design would effectively lower the Part A deductible
and raise the Part B deductible compared with current law. In Figure 1. this group would be
included in the 21 percent of beneficiaries whose OOP spending increased by $250 or more. In
general, beneficiaries with at least one hospital admission would see their cost sharing go down
under the illustrative benefit package compared with the current benefit package. For the majority
of beneficiaries (70 percent), their OOP spending would not change much because for many of

them, their supplemental insurance would dampen the changes in their cost-sharing liability.

16
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Figure 1. Changes in Medicare out-of-pocket spending under the illustrative
benefit package, 2009

100%
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iHustrative benefit package

Note: Beneficiaries included in this analysis were enrolled in both Part A and Part B for the full year in 2009 and not
enrolled in private Medicore plans or Medicaid. We assumed no change in supplemental coverage among
beneficiaries who currently have supplemental coverage. Out-of-pocket spending excludes Part B premium.

Source: MedPAC analysis based on data from CMS.

Some beneficiaries who currently have supplemental insurance would drop or reduce their
coverage in response to the additional charge and new Medicare benefits. In theory, changes in the
FFS benefit and the additional charge on supplemental insurance could alter the individual cost-
benefit analysis of having supplemental coverage. First, for some individuals, the benefit of extra
protection provided by supplemental insurance would be lower if the FFS benefit were to have an
OOP maximum. Without a larger decrease in supplemental premiums to offset the lower value,
those beneficiaries would choose to drop supplemental policies. Second, holding the FFS benefit
constant, the additional charge on supplemental insurance would increase the effective premiums
on those plans and provide an incentive for beneficiaries to switch to medigap policies that
required paying more of Medicare’s cost sharing or to drop supplemental coverage altogether. If
beneficiaries were to drop supplemental insurance, they could choose to stay in traditional FFS or

switch to MA.
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Figure 2 shows the estimated distributional impact of changes in total OOP costs—the sum of
QOP spending and supplemental premiums—under four scenarios: Among beneficiaries who
currently have medigap and employer-sponsored retiree insurance, we assumed that all, three-
quarters, half. or none of them keep their current supplemental insurance. Compared with Figure 1,
the distributional impacts in Figure 2 are noticeably different. For beneficiaries who keep their
supplemental coverage, total OOP costs would be higher because of the 20 percent additional
charge on supplemental insurance: At 2009 premium levels, the 20 percent additional charge
would translate into a $420 increase per year ($35 per month) on medigap plans and a $200
increase per year on employer-sponsored retiree plans. In contrast, for beneficiaries who drop their
supplemental coverage. total OOP costs would be the net effect of higher cost sharing paid OOP
and savings on their supplemental premiums ($2, 100 per year on medigap plans and $500 per year

on employer-sponsored retiree plans, assuming a 50 percent employer subsidy rate).

Figure 2. Changes in Medicare out-of-pocket spending and supplemental
premium under a 20 percent additional charge on supplemental insurance, 2009
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Note: Beneficiaries included in this analysis were enrolled in both Part A and Part B for the tull year in 2009 and not
enrolled in private Medicare plans or Medicaid. We assumed four different levels in take-up rates among beneficiaries
who currently have medigap insurance: 100%, 75%, 50%, and 0%. Out-of-pocket spending excludes Part B premium.
The change in supplemental premium includes the 20% additional charge on supplemental insurance. Percentages may
not sum to 100 due to rounding.

Source: MedPAC analysis based on data from CMS.
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If all beneficiaries kept their current supplemental coverage, the 20 percent additional charge on
supplemental insurance would increase the total OOP cost significantly. Whereas 70 percent of
beneficiaries would have little change in OOP costs under the illustrative benefit package in Figure
1, 70 percent of beneficiaries would have an annual increase of $250 or more under the illustrative
benefit package in Figure 2 because of the 20 percent additional charge on supplemental insurance.
The distribution shifts as fewer beneficiaries keep their current supplemental coverage, since the
savings from dropping their medigap or employer-sponsored retiree plans decrease their total OOP
costs. If all beneficiaries dropped their current supplemental coverage, 32 percent would
experience an increase of $250 or more. Additionally, 31 percent would have little change in their

OOP costs 36 percent would see a decrease of $250 or more.

Improving the Medicare benefit for beneficiaries

Distributional impacts discussed earlier highlight that a small percentage of beneficiaries incur
very high cost sharing in a given year and thus would benefit from the OOP maximum under the
illustrative benefit package. But a larger percentage of beneficiaries would reach the OOP
maximum at some point over a longer period of time. Table 4 compares beneficiaries’
hospitalization and spending over one year versus four years. For example, in 2009, 19 percent of
full-year FFS beneficiaries had at least one hospitalization, whereas 46 percent did from 2006 to
2009. Similarly, 6 percent of full-year FFS beneficiaries had $5,000 or more in cost-sharing
liability in 2009, whereas 13 percent had at least one year of $5,000 or more in cost-sharing

liability over four years.
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Table 4. More beneficiaries would be better off with an out-of-pocket maximum
over time

Full-year fee-for-service

beneficiaries who had: 2009 2006-2009
1 or more hospitalizations 19% 48%

2 or more hospitalizations 7% 19%
$5,000 or more in annual 6% 13%
cost-sharing liability

$10,000 or more in annual 2% 4%
cost-sharing liability

Note: Includes beneficiaries who were enrolled in feefor-service Medicare for four full years, from 2006 to 2009.
Excludes those who had any months of private Medicare plan enroliment.

Source: MedPAC analysis based on data from CMS.

The overall spending patterns of Medicare beneficiaries show that in a given year, Medicare
spending is highly concentrated, with a small number of beneficiaries accounting for a large
proportion of the program’s annual expenditures. This pattern is characteristic of insurance
programs in general. However, only about half of beneficiaries with high spending one year
continue to incur high spending the next year. Although the presence of serious chronic illness
can predict high spending, much of very high spending is largely random, due to health costs that
are unpredictable. This spending pattern implies that the probability of catastrophic spending
over time is higher than the probability in one year would indicate. Even beneficiaries with low
spending in a particular year would benefit from the financial protection of insurance as they
face greater odds of having a high-spending year over time. Therefore, additional insurance

protection that mitigates the risk under Medicare would be valuable to beneficiaries.

One key purpose of insurance is to reduce the financial risk posed by catastrophic medical
expenses. Risk-averse individuals want protection from the risk of very high and unpredictable
medical expenses. To avoid such risks, they should be willing to pay a premium higher than the
average cost of care they might face. The more risk-averse they are, the more willing they are to
pay for the insurance. And the more variable potential outcomes are, the more valuable the
insurance protection will be. For example, under the illustrative benefit package, the average
cost-sharing liability is about the same as under current law, at about $1,380. However, the

distribution of cost-sharing liability is much less variable because of the OOP maximum, as
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summarized by the standard deviation of $1,250 compared with $2,370 under current law (see
Table 5). Although the average cost-sharing liability is about the same, the illustrative benefit
package offers much lower financial risk and provides greater insurance protection to

beneficiaries.

Table 5. Out-of-pocket maximum reduces the risk of high medical expenses,
2009

Average cost-sharing Standard deviation of cost-
liability, 2009 sharing liability, 2009
Current law $1,380 $2,370
Iustrative benefit package $1,380 $1,250

Note: Beneficiaries included in this analysis were enrolled in both Part A and Part B for the full year in 2009 and not
enrolled in private Medicare plans or Medicaid. We estimated the costsharing ficbility in 2009 if the illustrative benefit
package had been in place, compared with the actual costsharing liability in 2009.

Source: MedPAC analysis based on data from CMS.

Although most people are risk averse and are willing to pay to reduce risk, an optimal benefit
design does not mean no risk at all. The Commission’s recommendation on the redesign of the
FFS benefit package attempts to balance this fundamental trade-off between two opposing
forces—risks and incentives—in the context of an unrestricted FFS system where very few

policy tools are available for encouraging efficient and appropriate use of health care.
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Mr. PirTs. Thank you, Mr. Hackbarth. The Chair recognizes him-
self for 5 minutes for questioning.

Mr. Hackbarth, many experts have noted that traditional Medi-
care is an outdated form of health insurance coverage and needs
to be modernized. In 1999, AARP’s Public Policy Institute pub-
lished a paper entitled “The Effects of Merging Part A and B of
Medicare.” They said, “Medicare’s two-part system continues to
mirror the structure of private insurance at the time of Medicare’s
inception in 1965, a structure that often included separate insur-
ance for hospital and physician care.” Do you agree with the AARP
that Medicare’s separate hospital and physician benefits closely re-
semble the type of insurance available to consumers in the 1960s?

Mr. HACKBARTH. Yes.

Mr. PirTs. Medicare Advantage, a more modern type of coverage
signed into law in the late 1990s, is also modeled closely after the
types of insurance available to consumers at the time. Do Medicare
Advantage plans use separate insurance for hospital and physician
care?

Mr. HACKBARTH. No, not to my knowledge, sir.

Mr. PrrTs. Medicare drug plans are even more modern, having
been passed into law by Congress in 2003. Do Medicare drug plans
have catastrophic coverage caps?

Mr. HACKBARTH. Yes.

Mr. PrrTs. Is the traditional Medicare benefit the only type of
comprehensive coverage in Medicare that does not have a cata-
strophic coverage cap?

Mr. HACKBARTH. Yes.

Mr. PrTTs. And for the record, is it MedPAC’s position that Con-
gress should update traditional Medicare fee-for-service to include
a catastrophic coverage cap, among other reforms, because these
reforms would benefit seniors.

Mr. HACKBARTH. Yes.

Mr. Prrrs. Thank you. Nearly 50 years have passed, and Medi-
care’s model has become outdated. Seniors deserve a modern prod-
uct that meets their needs and helps them control cost. I think it
is time for Congress to strengthen and save Medicare, making sure
that current beneficiaries get what they need and also that future
retirees can count on the program being there for them one day.

Now, AARP’s Public Policy Institute paper also states that “A
third criticism of two systems of financing for Part A and Part B
has hindered management of the original fee-for-service Medicare.
Integrating all of Medicare’s funding sources into one pool of money
would enhance management of health resources and improve ac-
countability for health spending in FFS Medicare.” Can you tell us
your thoughts on what impact this antiquated two-tiered financing
system within traditional Medicare has on CMS’s ability to manage
health spending appropriately, and do you believe it is possible
that the antiquated manner in which traditional Medicare fee-for-
service is financed might be contributing to the amount of waste,
fraud and abuse lost each year?

Mr. HACKBARTH. So you are asking about the financing, separate
financing of A and B with payroll tax used to finance Part B and
premiums and general revenues for Part B?

Mr. PrTTS. Yes.
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Mr. HACKBARTH. We have not specifically looked, Chairman
Pitts, at the financing mechanisms and what the implications
would be for fraud and abuse. We have focused on the benefit de-
sign and payment methods for providers primarily.

Mr. PrrTs. Now, you state in your testimony one key purpose of
insurance is to reduce the financial risk posed by catastrophic med-
ical expenses. To avoid such risk, individuals should be willing to
pay a higher premium than the average cost of care they might
face. Can you expand on that idea for us?

Mr. HACKBARTH. Well, probably the single most important fea-
ture of any insurance program is a limit someone can incur. Now,
the medical expense is that most of it is unpredictable. So any
given beneficiary in any given year might pay a premium but not
use the insurance, may not use the catastrophic cost yet you pay
the premium against the risk that it might be your year to have
a very serious illness and incur high bills. That is the nature of in-
surance. A lot of people pay an amount, don’t use the full amount,
they pay premiums higher than their actual incurred expenses so
that when their day comes and unfortunately they suffer a severe
illness, the protection is there for them.

Mr. PirTs. My time is expired. Thank you. The Chair recognizes
the ranking member of the subcommittee, Mr. Pallone, for 5 min-
utes for questions.

Mr. PALLONE. Thank you, Mr. Chairman.

Mr. Hackbarth, I am just following up to some extent on what
the chairman just said. While MedPAC included a unified deduct-
ible combining the Part A and B deductible into one unified deduct-
ible, in your illustrative scenario you did not actually recommend
a unified deductible. So why is that? Can you talk about the pros
and cons of a unified deductible?

Mr. HACKBARTH. You are correct, Mr. Pallone. We did not specifi-
cally recommend a unified deductible. We felt that the precise
structure of the cost sharing is a decision that ought to be dele-
gated to the Secretary in keeping with the principles of value-based
insurance design. The argument for a combined deductible is that
it is simpler and that it is more in keeping with the basic prin-
ciples of insurance where you want to provide the most protection
to patients that have the highest cost. The current structure, as
you well know, has a relatively low deductible on Part B and a sig-
nificantly higher

Mr. PALLONE. So what is the downside then?

Mr. HACKBARTH. The downside of moving to a combined deduct-
ible is the impact on beneficiaries who use only Part B services in
any given year. They would have a higher deductible than the cur-
rent $147 that they have in Part B deductible.

Mr. PALLONE. All right. Let me ask about SGR reform. I appre-
ciate the fact that MedPAC continues to lead and support SGR re-
form and I share the sentiment of the commissions that it is past
time to take action. I also appreciate the recognition that we need
to move delivery systems and payment systems reform to more
value-based systems that were included in the ACA like the med-
ical homes and accountable care organizations. But with regard to
SGR reform, is my understanding correct that MedPAC is not rec-
ommending that costs be shifted to beneficiaries?
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Mr. HACKBARTH. Well, we have recommended in benefit design,
as I said in my opening comment, that the average liability for
beneficiaries not be increased.

Mr. PALLONE. OK. So just to clarify further, MedPAC has not
recommended that an SGR fix be offset within Medicare. Is that ac-
curate?

Mr. HACKBARTH. We did not recommend that. We believe that is
Congress’s decision to make. What we have tried to do is offer op-
tions for offsetting the cost within Medicare if Congress elects to
fully offset SGR within Medicare.

Mr. PALLONE. But you are not recommending that be offset with-
in Medicare?

Mr. HACKBARTH. We have not.

Mr. PALLONE. Now, I am concerned that some people are eyeing
this idea of Medicare benefit redesign as a way to simply get budg-
etary savings by shifting more costs onto the backs of beneficiaries.
However, in looking at your redesign recommendations, I notice
that you recommend beneficiary liability remains neutral, that
overall beneficiary cost-sharing levels stay the same in aggregate.
So even though some beneficiaries will see their costs go up and
some will see their costs will go down, the overall out-of-pocket
costs for the average beneficiary will stay the same. So am I read-
ing that correctly, that MedPAC doesn’t envision or propose any
savings from benefit redesign itself?

Mr. HACKBARTH. From the redesign itself, no, sir.

Mr. PALLONE. So in your proposal, isn’t it true that the savings
come from the tax on first-dollar supplemental coverage?

Mr. HACKBARTH. That is correct.

Mr. PALLONE. And was keeping beneficiary liability neutral an
important principle for the commission? Did you want to comment
on that?

Mr. HACKBARTH. Yes, it is a very important principle from our
perspective. As I said in my opening comment, we don’t think the
current benefit package is too rich. If anything, it is too lean. Our
principal concerns about it are its inappropriate structure. It is not
well designed for the needs of the Medicare population, and we
think it should be restructured.

Mr. PALLONE. Can you share with us why not cost shifting to
beneficiaries was felt to be so important? Do you want to comment
on that as well? I know you have to some extent.

Mr. HACKBARTH. Well, as I say, we think for the population
served, which is an older obviously somewhat higher-risk popu-
lation, this is not a rich benefit package compared to what employ-
ment-based coverage offers, for example, and so rather than try to
achieve savings by cutting benefits, we thought it was better to re-
design them. Now, it is possible that if we have a simpler design
and one that includes catastrophic coverage that some beneficiaries
will choose to forego supplemental insurance over time, and if that
happens, we would expect that that might result in lower utiliza-
tion because there would be most cost sharing at the point of serv-
ice but it would be the beneficiary’s choice to do that.

Mr. PALLONE. All right. Thank you so much. Thank you, Mr.
Chairman.
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Mr. Prrrs. The Chair thanks the gentleman and now recognizes
the vice chairman of the subcommittee, Dr. Burgess, for 5 minutes
for questions.

Mr. BURGESS. Thank you, Mr. Chairman.

Mr. Hackbarth, let me just ask you, in a Medicare Advantage
system, would a patient buy supplemental insurance for Medicare
Advantage?

Mr. HACKBARTH. Typically, they would not. Medicare advantage
is offering a different set of tradeoffs, so typically patients have
lower cost sharing at the point of service in exchange for agreeing
to perhaps network limitations that they are steered to particular
providers by the insurer or their benefits are subject to utilization
management, you know, prior authorization or other management
controls, so that is the tradeoff: lower cost sharing, more manage-
ment.

Mr. BURGESS. I guess I am having a hard time understanding.
It seems like if someone buys a supplemental insurance policy as
they enter into Medicare, they are doing the responsible thing by
putting some of their own dollars into their future health care by
covering against what would be excessive out-of-pocket costs if they
get sick. So they are—it looks to me from a physician’s standpoint,
they are doing the prudent thing. Now, I honestly can’t tell you
that I ever got a reimbursement check from a Medigap policy, so
I don’t know. Maybe those dollars never go where they are sup-
posed to. But it looks like the patient is doing the prudent thing
with doing that, but you seem to articulate a different opinion.

Mr. HACKBARTH. Well, our view is not for or against the pur-
chase of supplemental insurance. We believe that beneficiaries
should have the option of buying supplemental insurance, even
first-dollar supplemental coverage, if that is what they wish. We do
think that they ought to see more of the costs that result from that
private decision. The premium that they pay for supplemental in-
surance reflects only a fraction of the additional costs that result
from that decision.

Mr. BURGESS. But ultimately that is why someone buys insur-
ance, correct, so they are not hit with the entire cost of whatever
the event might be that they are insured against.

Mr. HACKBARTH. Yes, but even insuring against this event, they
are underpaying for that cost. The right price for insurance should
reflect the full cost of the purchasing decision. In the case of sup-
plemental insurance, it does not. It reflects only a fraction of the
cost.

Mr. BURGESS. Let me interrupt you because my time is going to
run. I don’t want to say whose fault is that, but why penalize the
poor person who is trying to do the right thing and buying supple-
mental coverage with their own hard-earned dollars? It doesn’t
make sense to me to penalize or tax that person additionally if you
want them to be bringing some of their own dollars to the system
to keep the system solvent.

Mr. HACKBARTH. But we only want for beneficiaries to see more
of the cost of the decision that they make.

Mr. BURGESS. I don’t disagree with you. I mean, I think we have
anesthetized people as to what health care really costs, and that
is the argument for the entire health savings account third-party
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payment mechanism that is ubiquitous in health care, and perhaps
we can talk about that at another time.

When President Obama was doing his charm offensive up here
a couple of weeks ago and met with House Republicans down in the
basement, I have got to tell you, several years ago in one of the
SGR fixes that I have introduced since coming to Congress, and
there have been several, but one of them actually did away with
Part A and Part B and melded them together. I got a lot of
pushback when I introduced that. So I was surprised to hear the
president say sort of one of the throwaway lines in answer to a
question was, we could combine Part B and Part B. I guess as I
further understand it, that was combining the deductibles. But is
that a rational approach to dealing with some of these difficulties?

Mr. HACKBARTH. Well, again, we in our recommendation did not
specifically recommend a combined deductible. We did recommend
catastrophic covers both A and B. On the issue of the combined de-
ductible, we think that actually that is a decision that ought to be
part of an overall redesign of the cost sharing in keeping with the
principles of value-based insurance design.

Mr. BURGESS. We do of course end up with some people who
don’t participate in Part B. They have their Part A coverage be-
cause of the payroll deduction that they have contributed through-
out their working lives. So it is not a completely universal popu-
lation.

Let me just ask you another question. Cardiologists in this coun-
try 4 to 5 years underwent a practice upheaval, and largely be-
cause of the administrative pricing brought to them by Medicare.
In other words, to do an echo or a treadmill test in the office sud-
denly was undervalued and it was overvalued, in my opinion, to do
that in the hospital, and as a consequence you have seen cardiolo-
gists leave their individual practices and be hired by hospitals and
insurance companies so that the private practice, solo practice of
cardiology has gone away and yet the technology is changing such
that, I don’t know, NBC has a special on the other night where Dr.
Snyderman interviewed Dr. Topol out of San Diego, and with a
smartphone and a couple of little adapters, he was able to do an
EKG, an echocardiogram and a continuous transcutaneous glucose
monitoring. He was providing a lot of care at a very low cost in an
office setting but we have kind of actually priced him out of busi-
ness, have we not, with our administrative pricing in Medicare?

Mr. HACKBARTH. Well, as you know, Dr. Burgess, one of the
issues that we are working on currently is synchronizing the pay-
ment systems between the hospital outpatient departments and
physician offices. So historically, there have been dramatically dif-
ferent prices paid for the same service based on the location, physi-
cian office versus outpatient department. That is the problem, and
that is skewing incentives, and we think contributing to the migra-
tion of physician practices including cardiology practices from out-
patient privately owned offices into hospital outpatient depart-
ments.

Mr. BURGESS. But I think Medicare was the cause of that rather
than the effect, your reimbursement.

I realize my time is up, Mr. Chairman. I will yield back.
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Mr. Prrrs. The Chair thanks the gentleman and now recognizes
the ranking member emeritus, Mr. Dingell, for 5 minutes for ques-
tions.

Mr. DINGELL. Mr. Chairman, thank you for holding this hearing
and thank you for the recognition, and to our witness, thank you.
You have given us very excellent testimony this morning.

As you will recall, it is my practice to ask for yes or no answers.
I invite you, if you can, to give us supplemental information as you
might deem to be appropriate.

Mr. HACKBARTH. I will try, Mr. Dingell.

Mr. DINGELL. We very much appreciate that.

My old friend Hubert Humphrey once said the moral test of a
government is how the government treats those who are in the
dawn in life, in the twilight of life and in the shadows of life. Medi-
care helps our country meet that moral test by ensuring that our
sick and elderly have access to care in the time of need. My old dad
was one of the architects of Medicare, and it has endured as one
of the great and significant pieces of legislation.

Now, Mr. Hackbarth, I want to again express my appreciate for
your fine testimony this morning. You note in your testimony that
the cost-sharing structure of fee-for-service benefit has remained
unchanged since 1965. Is that correct?

Mr. HACKBARTH. Literally, no, it has not. There have been some
changes.

Mr. DINGELL. Have there been any really significant changes?

Mr. HACKBARTH. No.

Mr. DINGELL. All right. Would you submit that for the record?

The current fee-for-service benefit has significant cost-sharing re-
quirements for beneficiaries. Is that correct?

Mr. HACKBARTH. Yes.

Mr. DINGELL. Almost 90 percent of fee-for-service beneficiaries
have supplemental coverage. Is that correct?

Mr. HACKBARTH. Yes.

Mr. DINGELL. Do you agree that the beneficiaries may choose to
have supplemental coverage due to cost-sharing requirements in
the current fee-for-service system?

Mr. HACKBARTH. Yes.

Mr. DINGELL. MedPAC has proposed an additional charge on
supplemental coverage on Medigap and employer-sponsored retiree
plans. Is that correct?

Mr. HACKBARTH. Yes.

Mr. DINGELL. And you have proposed this charge because the
commission believes that supplemental coverage leads to increased
utilization and spending. Is that correct?

Mr. HACKBARTH. Yes.

Mr. DINGELL. And it would also be fair to say, as you have ob-
served earlier, that it is necessary for us to recoup some of the ad-
ditional burdens that that imposes on the Medicare trust fund. Is
that right?

Mr. HACKBARTH. Yes.

Mr. DINGELL. Do you think that an appropriate charge would
be—what do you think would be an appropriate charge on supple-
mental coverage?

Mr. HACKBARTH. Can [——
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Mr. DINGELL. That is not a yes or no answer.

Mr. HACKBARTH. Good. We modeled 20 percent, a 20 percent
charge, but we did not recommend a specific number.

Mr. DINGELL. I would appreciate if you would make some addi-
tional submissions to us on that point because it is a very impor-
tant question.

Who would be required to pay this charge? Now, we have some
potentials here. Would it be individual policies?

Mr. HACKBARTH. We would impose it on the insurance company,
and then it could be passed through in the premium, depending on
how the market sorts it out.

Mr. DINGELL. Would it be on employer-sponsored retiree plans?

Mr. HACKBARTH. Yes.

Mr. DINGELL. And would it be applied only to new beneficiaries?

Mr. HACKBARTH. No.

Mr. DINGELL. Would it be applied to everybody?

Mr. HACKBARTH. Yes.

Mr. DINGELL. I know the Administration seems to be saying that
these charges will be applied only to new beneficiaries after 2017.

Mr. HACKBARTH. Yes.

Mr. DINGELL. Do you agree that the supplemental charge would
cause Medicare beneficiaries to face additional cost sharing? Now,
you have some comments on that. Do you want to amplify on that?

Mr. HACKBARTH. Could you just repeat it again?

Mr. DINGELL. OK. Do you agree that the supplemental charge
would cause Medicare beneficiaries to face additional cost sharing?

Mr. HACKBARTH. Well, certainly the supplemental charge itself
would be an additional cost. How beneficiaries would respond to
that is difficult to predict. What we think would happen is, the cur-
rent beneficiaries may not change their choice of policies as signifi-
cantly as new beneficiaries coming into the program over time.

Mr. DINGELL. Now, you have indicated that you don’t intend to
increase the burden on the population of beneficiaries generally.
Am I correct in that?

Mr. HACKBARTH. In our benefit redesign?

Mr. DINGELL. Yes.

Mr. HACKBARTH. No. We went to hold that constant.

Mr. DINGELL. Now, do you agree that the supplemental charge
could cause some beneficiaries to drop or reduce their supplemental
coverage due to the additional charge?

Mr. HACKBARTH. We that it may cause some beneficiaries to
change their choices. As you well know, there are a wide range of
supplemental plans. Some have front-end cost sharing; some do
not. So there might be a move from first-dollar supplemental cov-
erage to policies that have some cost sharing at the point of service.

Mr. DINGELL. Now, I have to think that a charge on supple-
mental coverage could result in Medicare beneficiaries not seeking
out the services and care they need or delaying treatment or care
until it is too late. I think that is a potential risk but first, is it
a risk, and second, what do we do about it?

Mr. HACKBARTH. It is a risk, and this is why we think it is very
important to give the Secretary to the authority to adjust cost shar-
ing based on the principles of value-based insurance design. In
other words, reduce cost sharing for services of proven high value
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to patients and perhaps increase cost sharing for low-value serv-
ices.

Mr. DINGELL. So you are suggesting the Secretary should have
authority to adjust those charges but that should be subject again
to requirements in law that would say he can’t necessarily change
the overall structure to create a disadvantage to the population. Is
that right?

Mr. HACKBARTH. Exactly.

Mr. DINGELL. Mr. Chairman, I have gone over time.

Mr. Prrrs. The Chair thanks the gentleman and now recognizes
the gentleman from Virginia, Mr. Griffith, 5 minutes for questions.

Mr. GrRIFFITH. Thank you, Mr. Chairman.

I was intrigued with your testimony in regard to secretarial au-
thority to alter or eliminate cost sharing based on the evidence of
the value of services, and I was wondering if you could expand on
that because one of my concerns would be, I understand if some-
thing has a high benefit, lowering that cost pay, but you could
theoretically raise the copay so high that people couldn’t afford it,
even if they really wanted to do that, and I am concerned that for
a particular patient and a particular doctor, they may make a deci-
sion that perhaps universally might not have great benefit but
could to that patient. I was wondering if you could expand on that.
My thought was, maybe put caps on the high end.

Mr. HACKBARTH. So as you know, a number of private insurers
and employers have been moving towards the idea of value-based
insurance design. Typically, the focus has been on reducing patient
copays for services of high proven value. An example would be hav-
ing low copays for services provided to diabetics or patients with
multiple chronic illnesses to make sure that they get the care they
need to prevent worsening of their health and potentially higher
bills as a result of that. There has been less done in terms of in-
creasing copays for low-value services, probably for the obvious rea-
son that there is more controversial than reductions are. So I
would anticipate that at least initially most of what the Secretary
might do with this authority is lower copays. That said, there are
services that sometimes can be quite expensive but are of low value
to patients, and rather than prohibit access to those services and
say oh, you are a Medicare beneficiary, you can’t have that service
at all, the idea would be to say oK, you can have it but you are
going to pay a bit more of the cost of that service if it is a proven
low-value service.

Mr. GRIFFITH. And I don’t come from a medical background. Can
you give me an example of one of those that across the country
would have low benefit and might need to have the fee raised?

Mr. HACKBARTH. Since I am not a physician either, I would be
reluctant to do that. What I would say is that, you know, this
should be done thoughtfully and will be done as part of a notice
and comment rulemaking process so the Secretary would have to
publish the evidence to support this low-value assessment, and all
relevant parties would have the opportunity to contest that evi-
dence and respond to it, and I think that is the way it ought to
be decided by experts, not by people like me.

Mr. GRIFFITH. As a representative of the public, and while I gen-
erally think experts do a pretty good job, sometimes I have big dis-
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agreements with them and I would just have to say that while I
kind of like the idea, Mr. Chairman, I would want to see—if we
were to authorize the Secretary to do that, I would want to see
some kind of a cap on the top of the—as a top number so that you
wouldn’t be in a position where suddenly a procedure is completely
voided because the cost is just so horrendous that nobody can jus-
tify it except for the extremely rich. So I do appreciate that.

With that, Mr. Chairman, I will yield back my time.

Mr. PirTs. The Chair thanks the gentleman and now recognizes
the gentleman from Utah, Mr. Matheson, 5 minutes for questions.

Mr. MATHESON. Thank you, Mr. Chairman, and thank you, Mr.
Hackbarth, for being here today.

It seems to me that one of the outcomes of your suggested change
in this benefit design has something to do with overutilization and
trying to address that issue in terms of having the individual pa-
tient have a little more of a consumer orientation. Is that a fair as-
sumption?

Mr. HACKBARTH. That is part of it, Mr. Matheson, but the most
important part from our perspective is to improve the benefit pack-
age for beneficiaries including catastrophic coverage.

Mr. MATHESON. I wanted to talk a little bit about a particular
component of overutilization. I may be getting a little off the spe-
cific benefit design topic of this hearing, but I know in your
MedPAC March report you identified some specific geographic
areas where there is a strong reason to believe that certain inap-
propriate billing practices are at play in the home health care in-
dustry, and I have seen some data that is pretty phenomenal in my
mind. I compare my State to Miami-Dade County. I got 190,000
Medicare beneficiaries in Utah. There are about that many in
Miami-Dade County. However, there is 700 home health care pro-
viders in Miami-Dade County and about 100 in Utah. Home health
services in Utah cost Medicare a lot less than the services per-
formed in Miami-Dade. The average cost per enrollee in Utah is
$560. The average cost in Miami-Dade County per enrollee is over
six times that amount of $3,500. It strikes me that the vast major-
ity of providers in the home health care industry in Utah are doing
the right thing, and it strikes something is going on in Miami-Dade
County that doesn’t pass the smell test, and it seems to me that
it is an important issue for us to look at in how we try to seek out
these pockets of geographic areas where there is this huge over-
utilization going on and instead of doing a policy that may affect
all providers including those that are doing the right thing that we
target those who aren’t. So in the instance of home health care, I
was wondering, would it be better for Medicare in terms of saving
money and decreasing overutilization to scrutinize the issue of new
provider numbers or to look at reasonable limits on episodes of care
in these high utilization areas like Miami-Dade County?

Mr. HACKBARTH. There are two types of problems in home health
care as we see it, but before I focus on the problems, let me empha-
size that we think that good home health care is an essential part
of good quality care for Medicare beneficiaries.

Mr. MATHESON. And I agree.

Mr. HACKBARTH. So in no sense are we against home health care,
but there is, as you say, evidence that in some parts of the country
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we have extraordinary levels of use and extraordinary number of
home health agencies and we think indications of fraud and abuse,
and we have made recommendations for targeted efforts to deal
with those problems including limits on the number of new agen-
cies in those problem areas, so we think that is an important thing
to do.

Having said that, though, across the country, we believe, even in
the low-use States we are paying too much for each episode of
home health care. So even where there isn’t that fraud and abuse,
we believe the rates are too high relative to the costs incurred.

Mr. MATHESON. In terms of this situation where you have got
some certain geographic locations where there appears to be ex-
tremely high overutilization compared to a peer comparison else-
where, is it reasonable to assume that this situation is occurring
in other aspects of Medicare services in this country outside of
home health care?

Mr. HACKBARTH. Well, quite possibly, yes. Another area where
we see extreme variation is durable medical equipment. So post
acute care in general which includes home health care and DME
account for a significant portion of the geographic variation that is
the focus of so much attention in Medicare.

Mr. MATHESON. We feel like in our State, we practice medicine
in a way that if the rest of the country did it, we would be saving
a lot of money with outcomes just as good, and so I think this is
something, Mr. Chairman, I know it is a little outside of the benefit
structure of this hearing today but this issue of disparate discrep-
ancies in utilization across different geographic areas is something
I think is worthwhile for us all to take a look at and provide some
real opportunity for some savings. With that, I will yield back.

Mr. PrrTs. The Chair thanks the gentleman and now recognizes
the gentleman from Kentucky, Mr. Guthrie, 5 minutes for ques-
tions.

Mr. GUTHRIE. Thank you, Mr. Chairman, and I would like to fol-
low up a little bit on what my friend from Utah was talking about,
because you have talked about and you mentioned again the high
margins in home health, and I know home health, in my under-
standing, has been cut, what, 21 percent since 2010 and for pub-
licly traded home health—that is the information I was able to
get—before tax margins in 2009 were 13.4 percent, in 2012, 3.9
percent. I think there is four publicly traded. And after tax margin
in 2012 was 2.5 percent. So it seems like if you had more in Miami,
you would get better competition, so it is kind of counterintuitive
how that works.

And I guess my question is, you have a report that had the mar-
gins. What was your methodology in that report?

Mr. HACKBARTH. We used Medicare cost reports, so in contrast
to the publicly traded companies, what we are looking at is Medi-
care-specific profit margins whereas for a publicly traded company,
we would be getting a combination of Medicare margins and mar-
gins on private insurance as well.

Mr. GUTHRIE. OK.

Mr. HACKBARTH. So it is an apples-to-oranges comparison.

Mr. GUTHRIE. Well, thanks for that. On the supplementals, so
you were saying the number you have suggested—I know you
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didn’t recommend it—is 20 percent, or looked at 20 percent should
be actually added to the—you said charge to the insurer but the
premium should be 20 percent higher to reflect the true cost to the
taxpayer for buying supplemental——

Mr. HACKBARTH. Yes, so the example that we modeled was a 20
percent charge that would be imposed on the insurance. How that
would affect the premiums would depend on, you know, market
competition and different markets. In some cases, it might be all
passed on. In other words, it might not be.

Mr. GUTHRIE. So the additional cost that you are trying to cap-
ture is what the supplemental policy does in terms of utilization?

Mr. HACKBARTH. Increased utilization, so our analysis shows that
beneficiaries that have supplemental coverage use about one-third
more services after adjusting for differences in age and risk, etc.

Mr. GUTHRIE. Because the more likely you are to use the system,
the more you—so the sicker you are, the more likely you are to buy
a supplemental policy?

Mr. HACKBARTH. But in our analysis, we adjust for risk.

Mr. GUTHRIE. Well, thanks. I yield back my time.

Mr. Prrrs. The Chair thanks the gentleman and now recognizes
the gentleman from Texas, Mr. Green, for 5 minutes.

Mr. GREEN. Thank you, Mr. Chairman.

Mr. Hackbarth, thank you for appearing today, and again, thank
you for a lot of the information we worked on for many years.
MedPAC’s proposal for benefit redesign is careful to point out that
aggregate beneficiary cost sharing would be kept the same. You
point out in your testimony that the reason for this is the commis-
sioners’ judgment that traditional Medicare’s benefit structure is
not too rich, especially for the population covered. One of your
goals is to protect the beneficiaries against high out-of-pocket
spending while not reducing the actuarial value of the benefit pack-
age. Can you explain what you mean by the benefit package not
being too rich?

Mr. HACKBARTH. Right. So a way to judge the richness of a ben-
efit package is, what percentage of a patient’s costs are paid
through insurance as opposed to out of pocket. Using that as the
standard, we don’t think that the percentage paid by Medicare of
total beneficiary costs is too high. In fact, if anything, it may be
too low. So we accepted as a starting point that we ought not be
cutting the amount paid by Medicare that would put too much of
a burden on beneficiaries. We felt like there were a lot of things
we could do to make the package better including providing cata-
strophic coverage and making it simpler. We thought that those
changes in turn might cause some beneficiaries to say, you know,
I don’t need to pay $175 or $200 a month for supplemental insur-
ance, which is a big burden on many beneficiaries as well.

Mr. GREEN. Frankly, in our area, $175 or $200 a month is pretty
small. I have seen some quotes for that.

Now, switching gears. A lot of attention has been given to sup-
plemental insurance plans like you just mentioned in Medicare,
particularly those provided by employers or Medigap plans pur-
chased by individuals. There is a lot of concern about Medicare pa-
tients not having enough skin the game, so to speak, because their
supplemental policies often pick up deductibles, copays and coin-



43

surance. As I understand your proposal, charging or paying a pre-
mium for this first-dollar supplemental insurance is intended to off-
set the cost of some of the other benefit design changes?

Mr. HACKBARTH. Well, the overall package that we modeled in-
cluding the catastrophic coverage and the new structure of copays
would have resulted in a modest increase in Medicare expendi-
tures, about 1 percent, and so in our package we combined that
modest increase with this 20 percent charge on supplemental in-
surance and the net result of those two things would be a modest
reduction in total Medicare expenditures of about one-half of 1 per-
cent.

Mr. GREEN. I understand that correctly. Is it true that cost shar-
ing reduces both necessary and unnecessary care?

Mr. HACKBARTH. Yes. That is what the evidence shows, and that
is why we think that giving the Secretary the authority to do
smarter cost sharing, not just across the board but targeted based
on value is so important.

Mr. GREEN. And I understand that we want patients more active
in their decisions on their care but that may work for some of us
that are younger elderly patients but a lot of our older patients
how are sicker, they just may take a more passive role in their care
and their decision making, and Mr. Chairman, I remember I was
a State legislator in the 1980s and we had a Senator from Texas,
Lloyd Bentsen, who worked on trying to do catastrophic and reform
Medicare, and somehow the seniors got Congress’s attention, and
I remember talking to Senator Bentsen at that time and he said
we just went too far for what our seniors would accept, and it was,
you know, a revolution by those under Medicare almost in the late
1980s.

Mr. HACKBARTH. In fact, I worked in what was then HCFA, the
Health Care Financing Administration, during that period, so I re-
member it well.

Mr. GREEN. And I understand, Mr. Chairman, there are some
good parts of this but we need to look at it because a lot of seniors
would like not to have to have that high monthly premium for their
Medigap coverage, if we could somehow equal it out.

Mr. HACKBARTH. And unfortunately, I think the current struc-
ture without catastrophic coverage almost compels seniors to pay
that high monthly premium for supplemental insurance because
the Medicare package does not offer them the most basic feature
of a good insurance plan, an out-of-pocket limit.

Mr. GREEN. Thank you, Mr. Chairman.

Mr. Prrrs. The Chair thanks the gentleman and now recognizes
the gentlelady from North Carolina, Ms. Ellmers, 5 minutes for
questions.

Mrs. ELLMERS. Thank you, Mr. Chairman.

Mr. Hackbarth, I have a document here which is basically a list
of bipartisan quotes from both conservative and progressive au-
thors relevant to the proposals, many of which you are proposing
today, and I will just say that drawing from it, President Obama’s
National Commission on Fiscal Responsibility and Reform released
in 2010 quoted—this is a quote taken from that bit of information:
“Currently, Medicare beneficiaries must navigate a hodgepodge of
premiums, deductibles and copays that offer neither spending pre-
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dictability nor protection from catastrophic financial risk. The abil-
ity of Medicare cost sharing to control costs either under current
law or as proposed above is limited. Do you believe—and I think
you can probably just give a yes or no answer to this. Do you be-
lieve that MedPAC’s reforms ad they encourage more predictable
out-of-pocket costs and limit on catastrophic costs may allow sen-
iors to better plan for balance in their future health care and finan-
cial needs?

Mr. HACKBARTH. Yes.

Mrs. ELLMERS. Thank you. In 1995, Henry Aaron of the Brook-
ings Institute and Robert Reischauer of the Urban Institute had
this to say about combining Medicare Part A and Part B: “What-
ever rationale may once have existed for the distinction between
services and Part A and Part B medical technology, the develop-
ment of new reforms and service delivery and new patient struc-
tures have rendered it obsolete.” I raise this point because we think
it is important as part of the conversation today that we all under-
stand that Medicare traditional benefits are obviously outdated and
cause unnecessary harm for our seniors as a result. There again,
in your opinion, yes or no, do you believe the concept of combining
Part A and Part B is a good Medicare idea?

Mr. HACKBARTH. Yes. As I said earlier, our recommendation is
for a combined A and B catastrophic limit. We have not specifically
recommended an A and B combined part.

Mrs. ELLMERS. And do you believe that the concept of this can
be characterized as a Republican idea?

Mr. HACKBARTH. Well, this package that I have described today
was unanimously recommended by the members of MedPAC, 17
members of various political persuasion.

Mrs. ELLMERS. So basically you would have to say no then?

Mr. HACKBARTH. We are a nonpartisan agency and we really try
to live up to that billing.

Mrs. ELLMERS. To be bipartisan. OK. The AARP’s Public Policy
Institute had this to say about the traditional Medicare benefit de-
signed in 1999: “Medicare, widely considered to have been success-
ful in improving access to care and lessening the financial burdens
of health care for older Americans, is also viewed as a program in
need of a more updated management structure. The two-part sys-
tem that drives many of its payments and revenue policies almost
certainly would not be adopted if the program were being designed
today. The current design reflects some factors that while relevant
when Medicare was initiated in 1965 are not now pertinent.” In
your opinion, do you believe that the current design of Medicare
traditional benefits reflects some factors that may have been more
relevant in 1965 as opposed to now, 2013?

Mr. HACKBARTH. Yes.

Mrs. ELLMERS. Wonderful. I have a couple minutes. We are going
to be taking part—Congresswoman Marsha Blackburn and I are
going to be taking part in a committee idea lab, basically just
bouncing some ideas and thoughts, after this hearing. Some of the
proposals outlined by MedPAC will be included in our proposal and
some of the questions we are going to be taking. I look forward to
working with this committee over the next months to explore these
ideas and push forward meaningful Medicare reforms that serve
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the best interest of Medicare seniors, and at this time I would like
to ask unanimous consent to insert into the record this piece of in-
formation that we have here, this review of bipartisan support.

Mr. PrrTs. Without objection, so ordered.

[The information appears at the conclusion of the hearing.]

Mrs. ELLMERS. Thank you, Mr. Chairman, and I yield back the
remainder of my time.

Mr. PirTs. The Chair thanks the gentlelady and now recognizes
the gentlelady from Virgin Islands, Dr. Christensen, for 5 minutes
for questions.

Mrs. CHRISTENSEN. Thank you, Mr. Chairman, and thank you,
Dr. Hackbarth, for coming back to the committee. I appreciate
MedPAC’s recognition of the need for added protections, particu-
larly with regard to the out-of-pocket spending caps in your benefit
design proposal, and I think I understand but don’t necessarily
agree with some of the ideas behind the proposed reform of supple-
mental or Medigap coverage, but I am very concerned with the
level of support and protections for low-income seniors and that
analyses done on the impact of seniors as a group may not ade-
quate capture the impact on those that are most vulnerable. Every
study that I have reviewed looking at the impact of the cost shar-
ing on patients and patient behaviors concludes the same thing,
that patients use less services but do not differentiate between nec-
essary and unnecessary and that those that are poorer and sicker
are the most cost-sensitive and would be the ones that would re-
duce the use of services the most.

So as you know, the Medicare beneficiaries are poorer and sicker
than the population at large. Twenty-three percent have a cognitive
or mental impairment. Forty percent have three or more chronic
medical problems. About half of the beneficiaries have annual in-
comes below 200 percent of poverty level, and one-quarter have in-
comes less than $14,000 per year. So these beneficiaries are very
much the patient population that is at greatest risk for reducing
the use of necessary medical services or deferring important care
that results in a preventable hospitalization, and I know you have
thought about these issues because your proposal builds in protec-
tions for those currently covered by Medicaid. What about the other
low-income seniors and the ones, the 40 percent with multiple
chronic diseases for whom we don’t really want to create additional
barriers to care.

Mr. HACKBARTH. So Dr. Christensen, I agree basically with your
summary of what the evidence shows about cost sharing, and so I
want to emphasize again, our goal is not to increase the average
level of cost sharing but redesign the benefit to make it better for
Medicare patients and perhaps reduce the need for them to buy
supplemental coverage. We think that using value-based insurance
design is very important to get at some of the issues you have iden-
tified. We don’t want to increase cost sharing on really high-value
services, for example, for chronically ill patients. In fact, we may
want to reduce cost sharing on those.

With regard to the impact on low-income people, we think that
there are targeted approaches to dealing with that issue that are
better than what we now have. Right now, what we have is a sys-
tem whereby in effect the taxpayers are providing an implicit sub-
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sidy for the purchase of supplemental coverage because the tax-
payers pick up most of the bill for the added cost. That subsidy
goes to all beneficiari